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AUSTRALIAN KEY ECONOMIC INDICATORS 2 

All values in US$ million 
CY74 CY7S CY76 “ct. Change 
CY76 to 

Exchange Rate: US$1.00=A$* 0.699 0.765 0.801 cy75 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 77,309 83,668 93,576 aad: 
GDP at current prices 78,172 84, 886 95,157 a7. 
GDP at constant FY67 prices 45,898 43,094 42, 360 -2. 
Per capita GNP, current prices 5,732 6,152 6,830 16. 
Plant and equipment investment 6,755 6, 366 6,826 12. 
Personal Income 66,753 72,665 77,620 PL. 
Industrial Prod. Index FY65=100 143 146 133 4. 
Avg.Weekly Earnings (Males)at 12/31 220.60 228.89 241.57 10. 
Wkly Wage Rate Index, 1954=100 37337 417.6 478.0 14. 
Labor Force 6,088 6,012 6,084 ie 
Unemployment Rate (%) 4.50 5.55 5.38 - 
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MONEY AND PRICES 
Money Supply (M3) 38,581 42,558 45,655 
Interest rates: 
Savings Bank Deposit Rate 3.75 3.75 3.739 
Commercial Bank Overdraft Rate 11.50 1450 10.50 
Consumer Price Index FY67=100 168.1 191.7 219.3 
Wholesale Price Index: Fy69=100 158.6 L760. 7 195.6 
Retail Sales 223551 23,905 25,558 


BALANCE OF PAYMENTS AND TRADE 

Gold & Foreign Exchange Reserves 4,602 3, 383 3,644 
Balance of Payments (net monetary 

movements) -192 -992 -358 
Trade Balance - 77 1,974 2,850 
Exports, FOB 11,031 11,931 13, 357 
U.S. Share $ 1,026 1,209 1,222 
U.S. Share % 9.3 10.2 9.1 
Imports, FOB 10,923 9,983 11,411 
U.S. Share $ 2,303 2,000 2, 338 
U.S. Share % 20.7 20.0 20.5 


PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Aircraft ($139); Motor Vehicle Parts 
and Accessories ($133); Tractors ($104); Construction & Mining Machinery 
($103); I.C. Engines ($87); Organic chemicals ($81); Office Machines ($64) 
PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Beef and Veal ($385); Ammonia, 
sodium hydroxide etc. (includes alumina) ($284); Sugar ($82); Nonferrous 
metal ores ($61); Shellfish ($55). 

NOTES: Percentage change in last column calculated on A$ figures. Because 
of the effect of changes in exchange rates, these figures do not correspond 
to the % change which would result if computed from the U.S. dollar figure. 
*Australian Reserve Bank average rates. 

Sources: Australian Government publications. U.S. Department of Commerce 
figures for principal imports and exports. 





SUMMARY 


A number of key economic indicators suggest the long-awaited 
upturn in the Australian economy may be underway. The upward 
movement is, however, slight for the early stages of an 
economic recovery. Because of the tentative nature of the 
upturn, unemployment continues at record levels, a fact which 
is a focus of increasing political attention. Government 
strategy for economic recovery continues to be to reduce the 
rate of inflation through cutting back on government spending, 
holding national wage increases to less than the rate of 
inflation, and restricting the growth of the money supply 
(loosely defined) to about the level of inflation. 


The major development during the past half year was a 
November 29, 1976, Australian devaluation, followed by a 
series of minor revaluations. The net Australian dollar 
devaluation was about 12 percent against a basket of 
currencies. Devaluation caused such a reversal of the 
previous capital outflow that the government in December 
reactivated a system of variable deposits ("VDR") to stem the 
capital inflow. 


Over the near term, the outlook for U.S. exports to Australia 
is stable. Both the absolute level and the share-of-the- 
market for American goods should remain fairly constant over 
the next half year. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Monetary and Fiscal Policy 


Government policy is to reduce government spending while 
maintaining revenue. With inflation still at double-digit 
levels (14.4 percent annual increase in 1976), the FY 77 
budget's projected increase of 11.3 percent in expenditures 
and 18.8 percent in receipts would, in real terms, produce a 
decrease in expenditures and an increase in revenues. 


For the first six months of the Australian fiscal year, 
through December 1976, expenditures and receipts were up 

9.3 and 6.2 percent respectively over the comparable six 
months in 1975. The apparent shortfall in revenue growth is 
temporary. Company tax payments were converted in FY 77 to 
an annual basis, and according to one calculation, if 
company tax payments are excluded from the FY 76 figures, 
revenue to date in FY 77 is up by 22.5 percent. 


Thus, government cash flows in FY 77 have to date been neutral 
or mildly expansionary, while for the full year they will, on 
the basis of government projections, be contractionary. 





Monetary policy has been tightened in the past year. The 
growth in M, (currency and current deposits) was 9.1 percent 
for the year ending December 1976, compared with 23.3 percent 
in the year ending December 1975. Money supply broadly 
defined (M3 ) grew by 12.3 percent through December 1976, 
within rene of the government FY 77 target of 10-12 percent. 


While monetary policy has been reasonably tight, there is 
currently some uncertainty as a consequence of the November 
devaluation with its attendant heavy capital inflow. There 
have been some doubts as to whether the monetary authorities 
will be able to fully neutralize the expansionary conse- 
quences of the inflow. Although December money supply growth 
was higher than usual, the government does appear quite 
determined to avoid any substantial acceleration in money 
supply growth. 


Inflation 


From the above monetary and fiscal data, one would anticipate 
a marked slowdown in the inflation rate. Instead, the 
December quarter showed a jump of 6 percent, raising the 
inflation level for the year to 14.4 percent. 


The December figures were strongly influenced by the intro- 
duction during the quarter of an individual tax charge to 
support national health services (Medibank) that were 
previously free. The Medibank levy and alternative private 
insurance accounted for 3.2 percent of the 6.0 percent 
December cost of living index increase. The national health 
services were previously financed out of general tax 
revenues and thus had not been a component of the consumer 
price index. 


A heated debate takes place quarterly as to whether wages 
should be fully indexed to the inflation rate by the national 
wage tribunal in its quarterly awards. The government, with 
employer support, argues that labor costs should be reduced 
by partial indexation. Labor productivity decreased by 3.7 
percent in FY 76, so that full indexation could be somewhat 
inflationary if productivity declines have persisted. 


Recent productivity figures are not yet available, but the 
wage tribunal on March 31 announced for the December quarter 
a wage increase less than the inflation rate. Productivity 
is likely to improve with recovery, while the wage tribunal 
action suggests that the annual wage increase will for the 
near term not equal the inflation rate. Thus, labor costs 
are unlikely to soon be a major factor in either accelerating 
or decelerating the rate of inflation. 





Inflation rates in coming quarters will no longer be influ- 
enced by Medibank, though the next two quarters will strongly 
reflect the influence of devaluation. Thus, rates for the 
next half year may, on an annual basis, equal or exceed the 
1976 annualized rate, while for the longer term, given 
present monetary and fiscal policy, the trend appears down- 
ward. 


Production - Picking Up 


Production in 1976 showed a modest but steady increase over 
1975. Non-farm production in each of the six months through 
December was up by from 2.9 percent to 8.5 percent over the 
corresponding year-earlier month. This compares with an 
increase of only 0.8 percent for all of FY 76, ending in 
June. 


Reflecting the upward movement in production, factory over- 
time in the last half of 1976 averaged 2.45 hours, the 
highest level in two years. 


GDP figures also substantiate an upward movement. Gross 
non-farm product for the second half of 1976 was up by 18.3 
percent in current prices over the year-earlier period and by 
5.9 percent in constant prices. The otherwise buoyant 
second-half results were dimmed by farm output, for gross 
farm product declined in current dollars and reduced overall 
growth in constant dollar terms to a respectable but not 
dramatic 4.8 percent. 


Capital Investment - Up or Down? 


Figures on capital expenditure by private enterprises show a 
striking divergence between investment in new buildings and 
structures and investment in new capital equipment. Invest- 
ment in 1976 in new buildings and structures was down in 
current terms and, of course, down even more sharply in real 
terms. For the December quarter, the drop was 13.6 percent 
in current dollars from the December quarter of 1975. 


However, investment in buildings and structures represents 
only about one-third of total capital expenditure by private 
enterprise. For equipment, the larger category, investment 
is clearly up. The gain in the second half of 1976 over the 
year-earlier period was 21.5 percent, and the largest part of 
this was attributable to a very substantial 31.5 percent 

gain in the December quarter. 


Taken as a whole, capital expenditure, in real terms, 
provided no stimulus to the economy in the second half of 
1976. Growth was only 10.6 percent in the last half of 1976 





as compared with the last half of 1975. But in the December 
quarter investment was equal to the year-earlier period in 
real terms. If the December pick-up, attributable to the new 
equipment investment, is a portent of the future, capital 
investment in both plant and equipment categories could 
become a positive factor within the coming year. 


That the figures showing growing investment in capital 
equipment may indeed be significant is suggested by the 
amounts of new money raised recently by listed companies. 
After several quarters with little movement in real terms, 
the June 1976 quarter witnessed a sharp jump in funds 
acquired. After a dip the following quarter, in the 

December quarter the sums raised reached new heights, being 
up by 83.3 percent over the previous December quarter. 
Although some of this may reflect extensive refinancing to 
take advantage of lower foreign interest rates in the wake of 
devaluation, if these funds flow into capital expenditures in 
subsequent quarters, a substantial impetus to investment will 
be provided. 


Retail Sales - A Mixed Picture 


Australian retail sales statistics omit motor vehicles. 
Retail sales have been sluggish, if one excludes motor 
vehicles, but new motor vehicle registrations have been up 
Significantly. Thus, in the last half of 1976 non-vehicular 
retail sales were up by only 13.8 percent over year-earlier 
figures; while new car registrations were up by 6.3 percent 
and other new motor vehicle registrations were up by 13.1 
percent, both in actual physical units. 


The dollar magnitude of non-vehicular retail sales is 
estimated by the Embassy at roughly ten times that of 
vehicles, so that one may conclude that retail sales in the 
past year have increased slightly, but probably not 
significantly, in real terms. Corroborating evidence of a 
degree of growth comes from an increase in installment credit 
for retail sales, which in December 1976 was up by 19.2 
percent over December 1975. 


Unemployment - Continued Bleak Prospects 


Unemployment figures are currently a source of controversy 
because, among other things, of two separate and not always 
consistent statistical series. Nevertheless, there is 
little doubt that unemployment remains at record levels. 
Employment service statistics showed 5.8 percent of the 
estimated labor force registered as unemployed in January 
1977, a record for recent years, and the decline in February 





to 5.7 percent was less than the seasonally expected drop. 
In February 1976 unemployment totaled 5.0 percent. Whether 
the peak has been reached is a matter of current debate, but 
in any case there seems little reason to expect a marked 
improvement before the onset of a more vigorous economic 
upturn. 


Devaluation and the Balance of Payments 


The usual pattern in Australia's balance of payments is a 
current account deficit with an offsetting capital account 
inflow. During the extended period leading up to Australia's 
November 29, 1976, devaluation the current account deficit 
continued at historically normal levels. The private capital 
inflow virtually ceased, however, and the resulting persis- 
tent balance of payments deficit over a period of months 
built up devaluation expectations. Despite government 
borrowings, these expectations culminated in a massive 
outflow of private capital from September onwards which led 
to devaluation. 


The initial Australian dollar devaluation of 17.5 percent 
against the "basket of currencies" was followed by a series 
of revaluations which ultimately reduced the net devaluation 
to about 12 percent. The immediate consequence of devalua- 
tion followed by revaluations was a massive capital inflow 
which turned an apparent outflow of A$429 million for the 
five months through November 1976 into an A$810 million 
capital inflow for the seven months through January 1977. 
For the seven month period the balance of payments was in 
absolute balance, though A$250 million in net government 
borrowing was an important element in this. 


The longer term outlook is clouded by several uncertainties. 
Australia's relatively high inflation rate will rather 
quickly erode much of the price benefit conveyed by devalua- 
tion. In addition, the immediate consequence of devaluation- 
produced changes in Australian dollar prices of imports and 
exports has been a deterioration in the trade balance. In 
February the trade statistics recorded an extremely unusual 
deficit of A$7 million (the first since October 1974), which 
would imply a rather substantial current account deficit. 


Though the trade balance can be expected to improve as the 
effects of devaluation work themselves through the economy, 
the performance of the private capital account will neverthe- 
less be watched closely. Government policy currently is to 
restrict capital inflow to simplify the task of reining in 
the money supply. A variable deposit system (VDR) was 
introduced effective January 17 and requires a non-interest 
bearing deposit with the Reserve Bank (presently equal to 25 
percent of overseas borrowings), for the shorter of three 





years or repayment. Borrowings of A$100,000 or more for less 
than two years are banned. Investment in new productive 
facilities in mining and manufacturing is exempted, as are 
borrowings of less than A$100,000 and borrowings to finance 
trade transactions on normal trade credit terms. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exports 


U.S. exports to Australia recovered sharply in the last half 
of 1976 from the reduced 1975 level. Whereas for FY 76, 
ending in July, U.S. imports into Australia were down by 

0.7 percent, for CY 76 they were up by 22.3 percent, and the 
U.S. share of the market increased marginally to 20.5 
percent. U.S. export statistics, which differ from the 
Australian figures both because of shipping times and 
exchange rate variations, show a 20.5 percent increase in 
dollar value of exports, to $2.17 billion. The U.S. dollar 
total is slightly above the CY 1974 peak from which U.S. 
exports tumbled in 1975. 


Major increases occurred in industrial and production 
materials and equipment, led by a $48 million increase in 
agricultural machinery. Road motor vehicles and parts 
followed with a $42 million increase, after which came 
increases in chemical elements and compounds; paper, paper- 
board and manufactures; synthetic resins and plastic 
materials; power generating machinery, and assorted chemicals 
not separately classified. 


In general, equipment and materials for industry should 
continue to be promising areas for U.S. exports. The combi- 
nation of devaluation, the incipient economic recovery, and 
high labor costs can be expected to encourage capital 
investment, in particular where savings in labor costs will 
result. 


Conversely, the areas most likely to be affected by devalua- 
tion are the consumer goods area and the product areas in 
which local production is an important competitive element. 


Because the heavy import pattern of the past six months has 
in part been a response to expectations of devaluation, 

this together with the higher cost of imports seems likely to 
restrain import growth. Thus, in U.S. dollar terms the next 
six months should see no more than a very modest growth in 
U.S. exports. Looking beyond the immediate period, however, 
renewed export growth can be anticipated with a strengthening 
of the Australian recovery and a reduction through inflation 
of the price disadvantage imposed by devaluation. 





U.S. Investment in Australia 


The Australian government is now welcoming increased U.S. 
investment, particularly in the extractive industry sector. 
Interested businessmen may obtain the recently published 
Investment in Australia direct from the Foreign Investment 


Review Board, c/o The Treasury, Canberra, or from the 


Australian diplomatic and consular posts in the U.S. 


A Foreign Investment Review Board is required to examine 
certain proposed foreign investments, including those of more 
than ASone million in new enterprises or expansions of 
existing enterprises and the proposed acquisition of 15 
percent or more of an existing Australian enterprise. 

Though most foreign investment is not subject to specific 
equity rules, investments in the natural resource area 
generally must have a minimum of 50 percent Australian 
equity, when available. 


To date, as far as we can determine, the exemption for new 
productive investment in mining and manufacturing from the 
variable deposit system (discussed earlier) appears to be 
effectively shielding developmental investment from the 
restrictive effects of the variable deposit system. 


Though the official climate is now receptive to increased 
U.S. investment, the attractiveness of current opportunities 
depends to a large extent in the medium term on conditions in 
world minerals markets and on Australia's cost structure. 
Australian costs are generally high compared with that of 
other potential host countries. 


Commercial Services: Promotional Opportunities 


U.S. Commercial Officers in Australia can provide American 
businessmen with a wide range of commercial services and 
assistance. In addition, Commercial Officers at the U.S. 
Consulates in Brisbane, Melbourne, Perth, and Sydney and at 
the American Embassy in Canberra will be giving particular 
emphasis throughout U.S. FY 77 to promoting: business 
equipment, computers and related equipment; communications 
equipment; metalworking and finishing machinery and 
equipment; food processing and packaging equipment; and 
consumer goods. 


The U.S. Trade Center in Sydney can help American firms show 
their wares to -decision-makers throughout Australia. 


An Exhibition is scheduled during the remainder of FY 1977 for 
Security and Safety Equipment. The Treade Center is also 
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available for between-show promotions by individual companies. 


U.S.businessmen wishing up-to-date information on exporting to 
Agstralia should contact the Marketing Manager for Australia, 
Office of International Marketing, U.S.Department of Commerce, 
Washington, D.C. 20230 (Area Code 202, 377-3646). 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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U.S. INDUSTRIAL OUTLOOK 


Fundamental facts about business distilled 
from the research and analyses of more 
than 100 business conditions experts. 


For those who need a feel for what is 
happening in the industries their busi- 
ness depends upon. 


An overview of U.S. business that 
shows where the action is expected 
and where the opportunities lie. 


Latest data on product and industry 
shipments, exports, imports, em- 
ployment, with historical data for 
perspective and projections to 

1985. 
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